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SUBSIDIES FOR DEMOLITION 


IXTEEN years before urban renewal was launched as a Government pro- 
S gram, I suggested to the Government a national program of subsidies for 

demolition. In the early summer of 1933 I was asked by a Government of- 
ficial in charge of research to come to Washington, D. C., to help on some of 
the problems involving real estate. My first duty on this assignment was to 
write a report on why construction had stopped in the United States. This I did 
in the early summer, with a great many charts and exhibits on what I called 
“the incentives for new construction.” I pointed out in this report that construc- 
tion had stopped because a building was not worth what it cost to build in com- 
parison with other existing buildings then on the market, and that this was due 
to a contraction in demand, leaving heavy vacancies in its wake. The late Dr. 
Charles F. Roos and I developed a formula for measuring the intensity of this 
demand, andI think we were both convinced that, in view of the building cost 
increases due to the NRA codes, ordinary means would not stimulate any vol- 
ume of construction in the near future. Among other things which I pointed out 
as most important, and which became a part of our formula, was the relation- 
ship of the existing level of rents and values to the monthly cost of ownership 
of new construction. Unless the monthly cost of ownership on thenew units 
could be lowered in some way, there was little chance to stimulate building 
quickly, as the excessive vacancy had reduced the existing cost of living in 
older buildings. Among the elements which contributed to the monthly cost of 
ownership in our formula was, of course, the question of interest rates. A 
committee was appointed to see what could be done about reducing this monthly 
cost of ownership, and the idea of insured amortized mortgages eventually 
came out of some of these committee sessions. 


After presenting my initial report, however, I was told that the methods I 
suggested were too slow, and that we needed some more rapid method of stim- 
ulating the real estate sector of the economy. On September 5, 1933, I pre- 
sented a reportheaded, “A Plan to Stimulate New Building by Accelerating 
Demolition.” This report started as follows: 
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The renewal of construction is prevented by the excessive vacancy in all classifications of 
urban property. As long as this vacancy continues, rentals will stay at levels insufficient to 
pay a return on the investment. Replacement cost new, because of code provisions, will be 
higher, thus checking capital flow into new buildings which clearly, for some time to come, 
cannot pay a return. 





To subsidize new building in any way while the present unabsorbed space is on the market 
would increase the oversupply, lower rentals still further, and increase defaults on real es- 
tate securities. The new buildings built would not be economically sound as they could not 
pay a return on the initial investment. 


It is therefore necessary to find some means to reduce the over-supply of space. This 
method must operate quickly and with a minimum of red tape or supervision. 


In the report which followed I suggested that the Federal Government offer 
a bonus for demolition, for the razing within six months of any building used 
for residential, commercial, or industrial use, located within the corporate 
limits of any city or within the area surrounding any metropolitan city which 
the Federal Census considered a part of the metropolitan area. The only re- 
quirement necessary to receive this bonus would be to raze the old improve- 
ment to the ground and fill the excavation level with the ground. I suggested 
that the bonus be more than sufficient to take care of demolition cost, but that 
it be a fixed sum which would apply to any building, and that it be paid in mul- 
tiples on the basis of the number of 100,000 cubic feet or fraction thereof in 
the building. The program could have been put into operation very quickly. 
Since it was not complicated in any way, there was little opportunity for graft e 
and relatively little supervision required. The results which I thought would 
follow this program as I outlined it in my report were as follows: 





Naturally only the owners of older obsolete buildings would take advantage of this bonus 


as other improvements would have an economic value greater than the amount offered. Many 
buildings in the blighted areas would come down immediately as their obsolescence and de- 
preciation has gone so far that they have no economic value. This, in addition to removing 
space which may never be rented but which through bidding for tenants lowers all rentals, 
will open up great spaces in these slum areas giving greater air, light, and play space. In 
some blocks, it would probably raze all improvements in the block. The general economic 
level of all blighted areas would be raised by this process as the worst buildings would be 
eliminated in addition to the opening up of vacant land. 


I discussed this program at the time with Herbert Nelson, then the general 
secretary of the National Association of Real Estate Boards, and with Don 
Loftis, who at that time was probably the largest builder of free-standing hous- 
es in the United States. Both felt that a bonus of $750 for 100,000 cubic feet 
or fraction thereof would be a sufficiently large incentive to bring down from 
500,000 to 1,000,000 dwelling units. It may seem strange today that a sub- 
sidy that small could accomplish so much. At the time this plan was pro- a 
posed, however, many of these buildings had no economic usefulness, with 
relatively little chance of finding tenants because of the decline in value. 


I ended the report with the following statement: 
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We believe that this would start rentals upward to the point where in a comparatively 
short period, it would again be profitable to build. This plan has several by-product advan- 
tages: (1) It would immediately provide relief employment for from 250,000 to 500,000 un- 
skilled workers, and would redistribute at once from 1/4 to 1/3 of the Government bonus. 
(2) It would be a start toward the solution of the so far insoluble blighted area problem. 
(3) It would have the effect of deflating the inflated land values in blighted districts as the 
presence of a great deal of vacant ground in these areas, which if unused would consume it- 
self through taxes, would increase competition for such demand as exists. Deflation of these 
land values would make possible an orderly redevelopment of these areas along planned lines. 


The cost of this plan, even though a million buildings were razed, would be only slightly 
more than $750,000, 000, or about 25 percent of the amount now appropriated for public works. 
To insure the business recovery should be worth that much. 


I have in my file an answering report written by another economist of the 
Government, in which he criticized my plan, saying that demolition without re- 
placement or with partial replacement is merely a device to raise rents to en- 
courage profit-seeking investment. He also claimed that rentals at that time 
were not unduly low if measured from the point of view of the income of the ten- 
ants; that rentals under the above program would probably rise faster than 
would income derived from demolition; that a return of higher rentals result- 
ing from demolition would result in dispossession of families whose low in- 
comes then compelled them to occupy undesirable quarters; that the resulting 
effect of rent increases would lead to rent strikes and to rent control by State 
and local authorities; and that the demolition of housing to raise rentals is un- 
like the destruction of agricultural crops to raise prices in its social effects. 
In agriculture the beneficiaries of the resulting price increase were said to be 
a low-income group; and, lastly, if the demolition should occur as contem- 
plated, it would increase social unrest and intensify the problems of urban con- 
gestion. His final conclusion was that the Government should not undertake a 
policy, the only merit of which was that it would raise rents and increase 
profits on present real estate investments. The programs were rather thor- 
oughly discussed at the time, and Iwas finally informed that the Administra- 
tion did not feel it was politically wise to go into a program which might in- 
crease rents. 


It seems to be one of the characteristics of Government to treat symptoms 
rather than causes. The Government economist who prepared the answer to 
my report would have been quite happy, Iam sure, with any program which I 
could have advanced which would have stimulated building at a time when we 
already had an excess of usable space of alltypes. The Government econo- 
mists back in that period saw no difficulty whatever in holding agricultural 
prices high when we already had an oversupply of most agricultural products. 
Had some method been found to stimulate a large volume of new building at 
that time without eliminating some of the huge surplus which already existed, 
the collapse of real estate would have been greater and recovery would have 
been delayed far longer than it was without such stimulation. 


Of course, the criticism can be brought against my original suggestion that 
it made no provisions for replanning our cities. This is true, but it was ad- 
vanced as an emergency method to bring rapid results with a minimum of de- 
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lay. It would have depressed urban land values at the same time that it re- 
moved at least a part of the surplus of improvements. Both factors would 
have proven stimulating and a considerable volume of urban renewal would 
have resulted through private enterprise. It is true that in most cities it would 
not have resulted in municipal plazas or regroupings of blocks, but I have 
enough confidence in the way the free enterprise system works to believe that 
most land would have been reused for its highest and best use. 


I believe in urban renewal in principle. I think that our cities are going 
to be better places in which to live as a result of the present program. Urban 
renewal, however, always must presuppose demolition, as you cannot rebuild 
until you have cleared an area. 


In essence, urban renewal is a subsidy for demolition. It is not a subsidy 
for rebuilding as it is always paid to the former owner. There is no assurance 
at the time it is paid as to when the land will be reused and for what price it 
will be sold. 


How does the subsidyI suggested, and which informed individuals at the time 
thought sufficient to accomplish massive results, compare with the subsidies 
being paid today? Through last year the Federal Government had reserved 
approximately $1.87 billion for some 870 projects. Five hundred eight of these 
projects were estimated to have a net project cost of $1.67 billion. As nearly 
as we can figure, these projects contained 20,000 net acres. This amounts to 
a subsidy of approximately $85,000 an acre. The subsidy I suggested in 1933 
would have averaged out at about $8,000 per acre, or less than one-tenth the 
present cost. Adjusting for the difference in the purchasing power of the dol- 
lar would raise this to $18,600 an acre, or less than one-fourth the cost of our 
present program. The difference lies largely in the fact that at the time I 
made my original proposal, slum properties were considered almost worthless 
and few people thought that their values would ever come back. 


I have pointed out a number of times in my speeches and in my bulletins 
that we always have had urban renewal -- that we have merely changed the 
method by which the demolition came about. The destruction by fire and by 
war used to be the two principal methods which removed the obsolete and sur- 
plus improvements and enabled cities to rebuild. Fires no longer have a fair 
chance because of our modern fire-fighting equipment, and we hope the im- 
proved efficiency of military hardware will not become a more important fac- 
tor than it has been in the past few generations. Lacking these two major 
causes of urban renewal, some new method was overdue. 


The renewed cities which will develop in the next generation will be bet- 
ter than those they have replaced, but these, in turn, must be replaced at 
some time in the future, as each generation can build only for conditions which 
exist at the time. 
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